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Section 77, whose average earnings for the years 1939 to 1945 were equal to
or greater than its 'fixed charges for the period, could be returned to the
management for the purpose of reorganization. The debtor corporation
must proceed at once to formulate a method of rebuilding its financial plan
under Section 77. It was expected to consummate such plan within a period
of 18 months, or such extension thereof as may be granted by the court.
Failing to effect a new plan within that period would have caused the
corporation to be returned to the trustee (or a new trustee) for reorganization
as originally intended.

The railroads affected by this amendment constituted about one-fourth
of the railroad mileage of the United States. The effect of the amendment
would have been to reduce the authority of the Interstate Commerce Com-
mission in the formulation of reorganization plans and to substitute increased
authority of the management which, presumably, would have represented the
interests of the stockholders. As a result, the stockholders should have
received more generous treatment than has been customary in previous
reorganizations under Section 77. This amendment did not apply to any
railroad corporation which, at the time of filing a petition under Section 77,
had more than 90 per cent of its voting stock owned or controlled by another
railroad corporation. Because the President vetoed this bill after Congress
adjourned, it did not become law.

QUESTIONS AND SUGGESTIONS

1.  How important are railroad finances in comparison with the total for all cor-
porations?

2.  What changes in railroad financial plans have been made over the years?   How
were early railroads financed?

3.  Describe the first period of railroad consolidation.  What were its objectives?

4.  How was the construction company used in the financing of railroads?   Why were
many early railroads overcapitalized?

5.  Describe the second period of railroad consolidations, and state its objectives.

6.  How did the third period differ from the second?

7.  Who was E. H. Harriman, and what was his part in railroad finance in this
country?

8.  What are underlying bond issues?  Are they more or less secure than overlying
issues?  Why?

9.  How were collateral trust bonds used in railroad consolidations?

10.  How were leases used for consolidation purposes?   What kinds of fixed rental
leases have been used?  How do lessees get out from under the burdens of gross rental

11.  What are the other forms of railroad consolidation?
12.  What is the origin of most railroad preferred stock?
13.  What did the Transportation Act of 1920 say about consolidation of railroads?
About control over finances?   Why have railroads made so little use of the proposals for
consolidation in this law?
11 Account for the experience of the railroads in their financing operations during
the 1920's.